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Good morning. My name is Fred Heldenfels and I’m Chairman of the Texas Higher
Education Coordinating Board.
Today, I will be addressing the Committee’s Interim Charge to, “Review the current
practices for funding capital construction projects at institutions of higher education and
make recommendations for alternative approaches, including prioritizing funding
projects aimed at strategic statewide goals.”
The Coordinating Board is statutorily charged with ensuring that major capital projects
at public universities and health-related institutions are compatible with statewide
facility needs and the best interest of the taxpayer. Under this mandate, and at the
request of the Legislature, the Coordinating Board has evaluated the requests for
Tuition Revenue Bond authority submitted by the institutions in their Legislative
Appropriations Request. During the 82nd Legislature, the Coordinating Board evaluated
74 requests for TRBs from institutions, and provided the Legislature with an analysis of
each project as well as a ranking of TRB requests. You should have those documents in
the materials before you.
Although the exact criteria we use to evaluate TRBs varies slightly from biennium to
biennium, these measures are based on a few fundamental principles. Does the project
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contribute to the goals of Closing the Gaps? Does the project address pressing needs
of the state or the institution, such as deferred maintenance? Does the proposal meet
high standards of cost efficiency and efficient space usage to ensure responsible use of
taxpayer dollars? Has the institution put “skin in the game” by committing institutional
resources to the project?
Prior to the 2011 legislative session, the Coordinating Board worked with institutions
and other stakeholders to refine the 17 measures used to score TRB requests. These
measures, which you should have in your materials, were each assigned a maximum
number of points that the project could earn. Using these measures, Coordinating
Board staff scored each project and then ranked them from the highest score to the
lowest. Based on the clustering among the scores, Coordinating Board staff further
grouped the TRB requests into three categories – highly recommended, recommended,
and lesser priority.
These data were presented to the Legislature, and throughout the session, the
Coordinating Board worked with key legislators to provide input on potential bills for
TRB authorization. As you know, ultimately the 82nd Legislature declined to pass any
TRB authorizations. We will, of course, be prepared to offer the same TRB evaluation
process in advance of the next legislative session.
I would like to point out that our evaluation of TRBs, and any effort to optimize facilities
planning and financing, depends on having accurate and complete data regarding
institutions’ existing inventory. Unfortunately, our facilities audits have revealed wide
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discrepancies at several institutions between what was reported to the Coordinating
Board regarding their existing room area, type and usage, and what auditors found to
actually be the case. In the last several years, eight out of 32 public universities have
had audit findings of non-compliance with reported facilities stock. Accurate
information regarding existing facilities is vital to the analysis we provide the Legislature
regarding requests for capital projects, and we will work with you and the institutions to
find ways to ensure more accurate reporting.
This may be a good point for me to pause and address any questions the Committee
might have regarding the process and methodology we use to evaluate and rank TRB
requests.
While TRBs have been an important vehicle for meeting the capital needs of our
universities and health-related institutions, they are at best an uncertain foundation for
long-term capital planning. Because institutions do not know which, if any, of their
TRBs will be approved in a given legislative session, their ability to plan efficiently for
future enrollment growth and new space demands is hampered.
So what are the possibilities for reforming capital financing to ensure focus on statewide
goals and best use of taxpayer dollars? To give some context to that question,
Coordinating Board staff examined how other states have approached facilities
financing. In your materials is a spreadsheet that shows some responses provided by
states to a capital practices survey conducted in 2010 and 2012.
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As you can see, there are a range of methods by which states support capital projects.
Some states issue statewide bonds to support capital projects; some states fund capital
projects from general revenue or dedicated taxes; and some states provide little or no
support to institutions for their capital projects.
I’d like to discuss some themes that the Committee might consider. These are not
Coordinating Board recommendations, but rather discussion points based on the
experience in Texas and in other states. Coordinating Board staff is planning to work
with stakeholders as well as hire an expert to examine these and other alternatives to
develop recommendations for the next session. We will certainly keep the Committee
advised as we proceed.
One area that may be ripe for further exploration is the fostering of public-private
partnerships in capital projects. As detailed in your materials, the University of
California has successfully employed public-private partnerships to deliver projects
ranging from medical office buildings and research facilities to student apartments and
hotels. To date sixty-five significant and eight smaller public-private-partnerships using
a variety of transaction structures have been developed or are in planning stages.
The benefit of public-private partnerships extends beyond simply providing access to
new sources of capital. These partnerships also allow institutions to share risk and take
advantage of the management experience and efficiencies inherent in private
development teams that specialize in a particular building type.
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Another area where we need reform is the prioritization of space optimization and life
cycle funding, rather than constructing new facilities. Institutions have a tremendous
backlog of deferred maintenance at their existing structures. As of Fall of 2011, there
was approximately $740 million in deferred maintenance at institutions. Given
constrained state resources, and the fact that new construction adds to the demand for
maintenance, it makes sense to ensure we’re maintaining and effectively utilizing
existing facilities before financing new ones.
As a start to addressing the maintenance backlog, a recommendation that was included
in the Coordinating Board’s Report on Higher Education Cost Efficiencies would require
institutions to spend 2 percent of the replacement value of physical plants on renewal
and renovation projects each year. This would not remove the deferred maintenance
backlog, but it would stop the already large backlog from getting larger.
The Legislature may also wish to incentivize the more efficient use of existing space to
meet capital needs. The Coordinating Board measures space utilization with our Space
Utilization Efficiency, or SUE metric. This metric focuses on the usage of classrooms
and class labs as a bellwether for overall usage efficiency, and has three components:
utilization, average fill, and overall demand.
Utilization is measured by calculating the average hours per week classrooms and labs
are in use. At least thirty-eight hours per week for classrooms, and twenty-five hours
per week for class labs, are considered optimal. Average fill is measured by comparing
the class rosters to the capacity of the rooms they are held in to determine the average
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percentage of seats filled. At least sixty-five percent fill for classrooms and seventy-five
percent fill for class labs is considered optimal. Finally, demand is calculated by
comparing the number of classroom and class lab-type activities and comparing that to
the number of classrooms and class labs to assess what total demand exists on the
room inventory and the appropriateness of the overall facilities array.
At the Board’s March Strategic Planning and Policy Committee meeting, UT Dallas
officials presented on the success they have had increasing space utilization and
efficiency. They underscored some key factors needed to maximize space optimization
at an institution: involvement of all facets and levels of the institution to increase
efficiency in the use of space; the understanding of the need to make a cultural change
in which efficiency is a priority; and the use of data and analysis to inform change. As a
result of this focus on efficient use of space, UT Dallas has increased the average
classroom utilization by 11% and lab utilization by 19% (as measured in hours utilized
per week).
The Legislature might also consider a constitutional change to the Higher Education
Assistance Fund.

Currently, 50 percent of HEAF revenues can be used to pay bond

debt service and bonds are limited to 10 years. These limitations are difficult to given
the time window of a major capital project, and have led institutions to use HEAF
revenues for purposes other than facilities development and renewal. If the amount
that could be pledged were raised as well as increasing the payback period – say to 75
percent of HEAF revenues with a 20 year payback -- this would likely result in HEAF
funds being used more often for major capital development.
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There are a number of other alternatives the Legislature could pursue – such as
creating higher education funding districts similar to those for hospitals, fire, and EMS;
requiring research buildings to be funded through indirect cost recovery from grants; or
allowing general revenue to be used for capital development and bond debt service.
Any solution will have to balance the flexibility that institutions need in meeting capital
demands with strong accountability to ensure that state resources are used effectively
to meet statewide priorities.
With that, I will conclude my prepared testimony and would be happy to answer any
questions you might have.
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